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City of Santa Barbara
735 Anacapa Strect O 16 08

SRS EASSTR CiTY ADMINISTRATOR'S OFFICE

SANTABARBARA

Dear Sir:

On behalf of the 2010-11 Santa Barbara County Civil Grand Jury (Jury), I am enclosing our
report entitled “Local Government Post Employment Benefits in Santa Barbara County —

Complicated and Costly” for your review and response.

The Jury, Santa Barbara County Counsel and Assistant Presiding Judge Arthur A. Garcia have
reviewed and approved this report. A copy will be sent to any agency or agency head for which
findings and recommendations are applicable, and an information copy will be sent to the Board
of Supervisors. [ have also attached Sections 933(c) and 933.05(a),(b) and (c) of the California
Penal Code with emphasis added in bold face to enhance a complete response. In particular,
please be mindful of the following requirements:

® You are receiving this report two working days prior to its release to the public. You shall not
disclose the contents of this report prior to its public release per California Penal Code,
Section 933.03(7)

e The response time for public agencies and agency heads is 90 days from receipt

e The response time for elected county officials is 60 days from receipt
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e The response time for elected county officials is 60 days from receipt

e You must respond to each applicable finding and recommendation in this report and all
responses must include a timeframe for implementation per California Penal Code, Section
933.05(b)(2)

»  You must submit your signed original response to Judge Garcia with an information copy to
the Board of Supervisors

e Please submit a printed copy of your response, as well as a copy on CD-ROM disc in MS
Word or PDF format, to the Jury

Please be aware this report and your response will be posted on the Jury website at sbegj.org and

may be included in our official published reports.

In order to assist you in responding I am providing you with the mailing addresses for Judge

Garcia and Supervisor Gray:

Hon. Arthur A. Garcia, Hon. Joni Gray, Chair

Assistant Presiding Judge Santa Barbara County Board of Supervisors
Santa Barbara Superior Court County Administration Building

312 East Cook Street 105 East Anapamu Street

P.O. Box 5369 Santa Barbara, California 93101

Santa Maria, California 93456-5369

Thank you for your anticipated cooperation.

Sincerely,

Kathryn D. McKee, Foreperson
2010-11 Santa Barbara County Civil Grand Jury

Attachments



Attachment

2010 California Penal Code

Section 933

(c) No later than 90 days after the grand jury submits a final report on the operations of any
public agency subject to its reviewing authority, the governing body of the public agency shall
comment to the presiding judge of the superior court on the findings and recommendations
pertaining to matters under the control of the goveming body, and every elected county officer or
agency head for which the grand jury has responsibility pursuant to Section 974.1 shall comment
within 60 days to the presiding judge of the superior court, with an information copy sent to the
board of supervisors, on the findings and recommendations pertaining to matters under the
control of that county officer or agency head and any agency or agencies which that officer or
agency head supervises or controls. In any city and county, the mayor shall also comment on the
findings and recommendations. All of these comments and reports shall forthwith be submitted
to the presiding judge of the superior court who impaneled the grand jury. A copy of all
responses to grand jury reports shall be placed on file with the clerk of the public agency and the
office of the county clerk, or the mayvor when applicable, and shall remain on file in those
offices. One copy shall be placed on file with the applicable grand jury final report by, and in the
control ol the currently impaneled grand jury, where it shall be maintained for a minimum of five

years.

Section 933.05

(a) For purposes of subdivision (b) of Section 933, as to each grand jury finding, the responding
person or entity shall indicate one of the following:
(1) The respondent agrees with the finding,

(2) The respondent disagrees wholly or partially with the finding, in which case the

response shall specify the portion of the finding that is disputed and shall include

an explanation of the reasons therefor.



(b) For purposes of subdivision (b) of Secfion 933, as to each grand jury recommendation, the
responding person or entity shall report one of the following actions:
(1) The recommendation has been implemented, with a summary regarding the
implemented action.
(2) The recommendation has not vet been implemented, but will be implemented in the
future, with a timeframe for implementation.

(3) The recommendation requires further analysis, with an explanation and the scope
and parameters of an analysis or study, and a timeframe for the matter to be prepared
for discussion by the officer or head of the agency or department being investigated
or reviewed, including the governing body of the public agency when applicable.
This timeframe shall not exceed six months from the date of publication of the
grand jury report.

(4) The recommendation will not be implemented because it is not warranted or is not

reasonable, with an explanation therefor.

(c) However, if a finding or recommendation of the grand jury addresses budgetary or personnel
matters of a county agency or depariment headed by an elected officer, both the agency or
department head and the board of supervisors shall respond if requested by the grand jury, but
the response of the board of supervisors shall address only those budgetary or personnel matters
over which it has some decisionmaking authority. The response of the elected agency or
department head shall address all aspects of the findings or recommendations affecting his or her

agency or department.



LOCAL GOVERNMENT POST EMPLOYMENT BENEFITS IN
SANTA BARBARA COUNTY

Complicated and Costly

SUMMARY

In March, the 2010-11 Santa Barbara County Civil Grand Jury (Jury) published a report
on the results of its survey of salaries and benefits offered by local government agencies
within the county.

While the March survey and report proved to be an illuminating endeavor, the Jury
realized the data presented represented only a review of current total compensation. The
Jury decided to conduct a follow-on survey of post employment benefits including
pension and other post employment benefits (OPEB) incurred by the same government
agencies for employees who would be retiring. The following report is an outgrowth of
that survey.

The Jury learned that while the majority of these agencies make annual contributions to
fund post employment benefit programs, many of the agencies do not know their total
post employment obligations nor the asset values, either actuarial or market, supporting
such obligations. The reason for this lack of knowledge is that they participate in
retirement pools either through Santa Barbara County Employees Retirement System
(SBCERS), California Public Employees Retirement System (CalPERS), or California
State Teachers Retirement System (CalSTRS). With the exception of Santa Barbara
County’s participation in SBCERS, each member represents a relatively small component
of these centrally managed pools.

Furthermore, actuarial estimates are not currently available for the individual pool
members. However, the pooling concept makes sense [or these agencies — both by
spreading risk and spreading costs of operation. As noted, the Jury finds the majority of
local government employers in the county are not aware of their individual share of their
defined benefit plan’s assets or future obligations.

In addition, many agencies fund. their post employment healthcare benefits on a pay-as-
you-go basis. As stable as the current funding situation may be for current retirees (and
those nearing retirement), there is a serious potential shortfall of funding for future
retirees.

The Jury believes there is a need to know the extent of these unfunded future obligations,
for the agencies, their employees, and for the Santa Barbara County ratepayers and
taxpayers.

2010-11 Santa Barbara County Civil Grand Jury 1



LOCAL GOVERNMENT POST EMPLOYMENT BENEFITS

The Jury behieves that all ratepayers and taxpayers in the county are entitled to estimates
of fiture funding requirements.

BACKGROUND

Due to national public focus on the future funding requirements of pension obligations
for governmental employees, the 2010-11 Santa Barbara County Civil Grand Jury (Jury)
conducted a survey of pension, healthcare, and other post employment benefit obligations
for local government agencies' within the county to determine the total countywide
unfunded hability. The term “unfunded liability” applies to pension plans and other post
employment obligation 5.2

This report is not intended as an in-depth study of the future post employment obligations
of governmental agencies within Santa Barbara County, but as a survey of those
obligations.

METHODOLOGY

The Jury conducted a survey of the total unfunded post employment benefit liabilities for
local government agencies in Santa Barbara County. The survey included Santa Barbara
County, cities, school districts, and special districts. Each agency has a different
unfunded actuarial liability because of demographic and economic assumptions. An
actuary was interviewed to gain a better understanding of the methodology and
complexity of estimating a particular agency’s pool lability.

The Jury emailed a questionnaire on post employment obligations to nearly all agencics
operating within the county. A few agencies without staff or with minimal budgets per
the compensation survey were not sent surveys.

The Jury learned that numerous agencies were unable to respond completely because
specific information was unavailable due to their participation in pension pools which
manage their relirement plans. Tt was this surprising information that prompted the Jury
to make the recommendations contained in this report.

The Jury reviewed certain Governmental Accounting Standards Board (GASBY rules for
ihe financial reporting of pension and other post employment obligations. GASB
Statements issued that pertain to accounting for pensions and other post employment
benefits are Nos. 25, 26, 27, 43, and 45.

PENSIONS IN GENERAL

!“Local government agencies™ refers to Santa Barbara County, its cities, school districts and special
districts (See Exhibit 1).

* Glossary, Table 4.

* Governmental Accounting Standards Board, hitp://www gasbh.org
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LOCAL GOVERNMENT POST EMPLOYMENT BENEFITS

The majority of agencies within the county that have pension plans for their employees
contribute to a defined benefit pension plan. Wikipedia' defines a defined benefit

pension plan as follows:

.. a defined benefit pension plan is a type of pension plan in which an
employer promises a specified monthly benefit on retirement that is
predetermined by a formula based on the employee’s earnings history,
tenure of service and age, rather than depending on investment returns. It
is 'defined' in the sense that the formula for computing the employer's
confribution is known in advance.

In contrast, Wikipedia defines a defined contribution plan as follows:

... a defined contribution plan is a type of retirement plan in which the
amouni of the employer's annual contribution is specified. Individual
accounts are set up for participants and benefits are based on the amounts
credited to these accounts (through emplover contributions and, if
applicable, employee contributions) plus any investment earnings on the
money in the accouni. Only employer contributions to the account are
guaranteed, not the future benefits. In defined contribution plans, future
benefits fluctuate on the basis of investment earnings. The most common
type of defined contribution plan is a savings and thrift plan. Under this
type of plan, the employee contributes a predetermined portion of his or
her earnings (usually pretax) fo an individual account, all or part of which
is matched by the employer.

Defined Benefit Pension Plans

Within Santa Barbara County, there are three primary retirement systems providing
defined benefit pension plans for local government employees:

SBCERS, Santa Barbara County Employees’ Retirement System

¢ SBCERS operates as a cost-sharing multiple-employer defined benefit plan for
Santa Barbara County and is governed by an 11 member Board of Retirement, six
of whom are elected by members, four appointed by the Board of Supervisors and
the county treasurer. Members of the SBCERS system are the County of Santa
Barbara, nine other special districts located within the county, and the Superior
Court

e The SBCERS system currently offers four general retirement plans, one for
general or miscellaneous members, two for safety members and one for the Air
Pollution Control District (APCD)

! Defined Benefit Plan and Defined Contribution Plan, hitp:/en.wikipedia.org
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LOCAL GOVERNMENT POST EMPLOYMENT BENEFITS

CalPERS, State of California Public Employees’ Retirement System

CalPERS is the largest public pension plan in the nation, providing retirement and
healthcare plans to state employees and other governmental agencies within the
state. CalPERS administers 13 defined benefit retirement formulas for more than
2,500 state, school (classified employees only), and public agency employers.
The system is governed by a 13 member Board of Administration, six of whom
are elected by members, three are state officers, two are appointed by the
governor, one appointed by the State Personnel Board, and one by the speaker of
the assembly and Senate Rules Committee

CalPERS currently manages over 450 individual defined benefit plans for
agencies with 100 members or more. For agencies with fewer than 100 members,
CalPERS offers five Miscellaneous Risk pools, four Safety Risk pools, and one
Inactive Plan pﬂﬂi.s As an example of a plan, under a 2% (@ 55 formula, an
employee with 30 years of service retiring at age 55 would receive an annual
pension of 60% (2% for each year of service) of his or her highest annual average
salary for either one year or three vears, depending upon the plan. School
employees who do not qualily as teachers for inclusion in the CalSTRS program
are members of the CalPERS Miscellaneous 2% (@ 55 Risk Pool

Risk pools provide a sharing of risk among the agencies and also economies of
scale insofar as it would be inefficient and costly to maintain an individual plan
with few employee members. As shown on Exhibit 2, three agencies (cities) in
Santa Barbara County have individual plans with CalPERS. The remaining
CalPERS agencies’ employees are members of various risk pools

In addition to defined benefit pension plans, CalPERS also provides defined
contribution plans and other employee benefit plans®

CalSTRS, California State Teachers®’ Retirement Svstem .

CalSTRS currently manages the CalSTRS Defined Benefit Program for
“California public school employees, prekindergarten through community
college, who teach, are involved in selecting and preparing instructional materials,
or are supervising people engaged in those activities.”” The system is governed by
a 12 member Teacher’s Retirement Board, three of whom are elected by
members; one retired member appointed by the governor and approved by the
senate; three public representatives appointed by the governor and confirmed by
the senate; one school board representative appointed by the governor and
approved by the senate; and four members who serve in an ex-officio capacity by

* CalPERS Facts At A Glance: General, April 2011, http:/fwww.calpers.ca.gov
® CalPERS Supplemental Income Plans, http://www.calpers.ca.gov
’ CalSTRS Comprehensive Annual Financial Report — 2010, http://www.calstrs.com
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LOCAL GOVERNMENT POST EMPLOYMENT BENEFITS

virtue of their office: director of finance, state controller, state superintendent of
public instruction, and state treasurer

# School employees who do not qualify as members of CalSTRS are members of
the CalPERS Miscellaneous 2% (@ 55 Risk Pool®

» [In addition to the Defined Benefit Program, CalSTRS also provides a Defined
Benefit Supplement Program, Cash Balance Benefit Program and Replacement
Benefit P‘ra::rgnau:ng

e All defined benefit plans discussed above include some form of disability
coverage and allow for optional survivor coverage. Some provide for a death
benefit. Furthermore, each of the systems provides optional health benefit plans

Outliers

e Agencies whose employees are not part of one of the previously discussed
systems either have a defined contribution plan of some type or no plan. As
shown in Exhibit 1, employees of four agencies participate in a defined
contribution or similar plan and 12 agencies do not have an employee plan

o Santa Barbara Metropolitan Transit District's (MTD) represented emplovees are
members of the Westerm Conference of Teamsters Pension Plan, a pooling of
various employers. The MTD did obtain an estimate of its portion of the pool's
assets and obligations prepared by its consultants; non-represented employees
participate in a defined contribution plan

e Exhibit | shows the plans to which each agency participates

Pension Highlights

All information shown in the exhibits and tables is taken from information published by
the retirement systems or from surveys prepared by the individual agencies. No attempt
was made to independently verify any of the data obtained.

SBCERS, Santa Barbara County Em ees Retirement Svstem:

The following summarizes SBCERS pension fund performance for fiscal years since year
2000.

® hid
? Ihid
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SBCERS Pension Fund Performance

{all dobar amounts in millions)

Jfaned Kirifrclecd Funding Funding

Waluation Market Actuarial Actuarisl Liability - Lighility - Ratio Ratio @
Year Value Value Aocryad Assels @ Assera_@ @Market  Actuarial
{f:ﬁ; FE';G Aﬁ:fs? Eﬁ:;ﬂ; &ﬁ:‘g ﬂ:m Am:' Values Values

(Dollars) (Dollarsy ~ MNote3)  (Note d)
Dec-00 n'a 1,171 1,146 nfa [25) nia 102.2%
Dec-01 nia nfa n/a n'a va nia n'a
Dac-02 nia 1,296 1,364 nfa &8 nfa 95.0%
Jun-03 n'a 1,347 1,455 na 108 nia 852.6%
Jun-04 1,347 1,378 1,579 232 200 B85.3% ar.4%
:l Jun-05 1476 1,444 1,688 212 244 B7 4% B5.6%
Jun-06 1,629 1,553 1,810 181 257 80.0%% B5.8%
Jun-07 1,900 1,735 1,857 57 220 87 1% B7.1%
Jun-0a 1,763 1,894 2,136 373 242 B2.5% BB.6%
Jun-0g 1,421 1,706 2,264 843 558 62.8% 75.4%
Jun-10 1,608 1,827 2,616 1,007 689 61.5% T3.7%

Note 7 - Information for yvears prior o 2007 was provided by prior aciuanes

Mote 2 - “Prior fo 2007, non-valuation essets reseives were included with the Actuaral Velue of Asseis
(AVA), non-valuation asset resenes ware also added to Actuarial Acorved Liabilities (AAL) prior fo
2007, Beginning in 2007, non-valuation assals are nof Inclided in the AVA and are no longer
added fo the AAL " (Source SBCERS 2007 Financial Repori)

Note 3- Funding Ratio @ Market Values - Market Value of Assels divided by Actusrial Accrued Liabifity
Noto #- Funding Ratio & Actuariel Valves - Actuarial Vahee of Aszels divided by Actugsial Accrued Liabity

The 2010 employers’ pension costs, as a percent of payroll as of June 30, 2010, the most
recent fiscal year, are shown below.'” It is important to note that agencies make annual
contributions to the defined benefit pension fund which includes two cost components -
normal cost and amortization cost.

SBCERS - Percent of Payroll

General Safety APCD

Members  Membess Members V2998

13.85% 24 33% 14.76% 16.58%
16.09% 22.95% 18.41% 17.90%
Totals  20.84%  47.28%  3347%  34.48%

MNat Employer Normal Cost
Amortization of Unfunded Actuarial Accrued Liability

The above rates are only the employers’ portion of the pension costs. “Member
contribution rates are actuarially determined on the basis of plan and age upon entry into
the retirement system.”™ However, in many cases, the employing agency is paying a
portion or all of the required member contribution.

* SBCERS 2010 Financial Statements, hittp://www.countyofsb.org
"' SBCERS plan description for safety members, http://www.countyofsh.org
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Due to agency parlicipation in pools, SBCERS does not provide separate actuarial reports
for each agency (the Air Pollution Control District is an exception because it is the only
participant in its pool). Consequently, the public and management do not know the
unfunded pension liability for each individual agency. While the unfunded liability for
each agency could be estimated, it appears this is seldom done.

CalPERS, State of California Public Employees Retirement System:

With the exception of three cities in the county participating in CalPERS with individual
plans, most agencies and school districts employees who are not members of CalSTRS
contribute to pooled funds with statewide participants, making it impossible to determine
even a total local liability.

In summary, the various statewide pools, as of 2009, included in the June 30, 2010,
CalPERS annual report, totaled as follows:

CalPERS Funded Ratios —Statewide Pools
(all dollar amonnts in millioons)

'; Actuarial Accrued Liability 520,584
Actuarial Valua of Assets 517,154
Unfunded Liability {line 1- line 2) - 53431
Funded Ratio (line 2 [ line 1) 83.3%
Side Funds® ($1,552)
Actuarial Value of Assets excluding Side Funds (fine 1 — line 5) 318,706
Unfunded Liabilty excluding Side Funds (fine 1 — fina &) $1.879
Funded Ratio excluding Side Funds (line 6/ line 1) 50.9%
Market Value of Assets 512,513
Unfunded Liability at Market Values {line 1 — line 9) 8,071
Funded Ratio at Market Values (line 10/ line 1) B0.8%

*Hide lunds were created at the time CalPERS implemented risk pools to
ensure that plans with varying funded status could participaie in the same
pool. Each side fund is subject to a fixed amortization schedule.
Anytime an employer improves benefits for their plan, the side fiund is
adjusted to ensurc the employer pays for the benefit improvement and a
new 20-year amortization is established. (Sowrce — CalPERS website)

The following shows CalPERS pension fund performance since year 2000 as reported in
CalPERS financial reports:

* Total of all funds set forth in CalPERS summary attached as Exhibit 2

2010-11 Santa Barbara County Civil Grand Jury 7
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CalPERS Pension Fund Performance
(all dollar amounts in millions)
Valuation Market Actuarial Actuarial Unfunded Unfunded Funding  Funding
Year Valus of Value of Accrued Liability - Liability - Ratio Ratio @
{Juna 30 Assals Asszats Liability Assels @ Asgets @@ @Market  Actuarial
fiscal [Dollar=) {Dolkars) (Dolars) Market Actuarial Values Values
year) Values Values (Note 1) (Note 2)
{Dollars) (Dollars)
2000 172,163 162,439 135,970 {36,193) {26,465) 126.6% 119.5%
2001 158,053 166,860 149,155 (6,898} (17,705) 104.6%  111.9%
2002 142,455 156,067 163,961 21,506 7.884 86.9% 85.2%
2003 144 330 158,506 180,922 36,592 22326 79.8% 87. 7%
2004 167,110 169,899 194,609 27499 24,710 85.9% B7.3%
2005 188,103 183,680 210,3M 21,158 26,621 B5.9% 87.3%
2006 211,188 199,033 2258131 16,943 29.098 92 6% 87 2%
2007 251,162 216,484 248,224 {2,938) 31,740 101.2% B7.2%
2008 238 041 233272 268,324 30,283 35,052 88.7% B6.9%
2009 178,860 244 054 284 042 115,182 49,0738 B0.8% 83.3%
Notfe 1-  Fundimg Ratio @ Market Values - Market Valve of Assefs divided by Actuarial Accrued 1iabiliy
Node 2-  Funding Retio (@ Actuarial Values - Actuarial Value of Assets divided by Aclvarial Accrued Liability

CalPERS reports a year in arrears. The above shows the data from its June 30, 2010
financial reports, which are also used to calculate the rates for the 2010-11 fiscal year.

The CalPERS website reports that, for agencies within Santa Barbara County, employers’
rates for the 2009-10 year for non-safety members ranged from a low of 5.123% of
payroll to a high of 18.564%. For safety members, rates ranged from a low of 10.256%
to a high of 30.833%. The school employer rate was 9.709%. Employee contribution
rates were reported as varying between 5% and 9%. In some agencies, a portion or all of
the employee’s rates were actually paid by the employer.

Data for agencies having individual plans are shown in Exhibit 3.

CalSTRS, California State Teachers Retircment System:

The following shows CalSTRS pension fund performance since year 2000 as reported in
CalSTRS' financial reports:

CalSTRS Pension Fund Performance
(all doflar amounts In milions)

Waluation Plarket Actuarial Actuariai Unfunded Unfunded Funding Funding

Year Value of Value of Ancrued Ligbifity - Liability - Ratio Ratio &

(June 20 Assels Assets Liability Assets {@ Assels @ imiarkat  Actuearial

fiscal (Note 1) {Mote 2) (Dollars) Markst Actusrial Values Values

year) (Doltars) Values Values Mote (nfa) (Mote 3)
(Dollars)
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2000 nfa n/a nia na na nia nia

! 20m n'a 107 654 109,881 n'a 2,227 nfa 95.0%

| 2002 n/a nla nia e nfa s nia |
2003 nia 108,667 128,104 nia 19,437 nfa " B4.8%
2004 nia 114,094 134 677 n'a 20,583 n'a 84.7%
2005 nia 121,882 142,193 nia 20311 rfa B5. 7%
2006 nia 131,237 150,872 nia 19,635 ILE] 87.0%
2007 nfa 148 427 167,129 nia 18,702 nfa 38.8%
2008 nfa 155,215 177,734 nfa 22,519 n'a 87.3%
2009 nfa 145,142 185,683 nia 40,541 nia TB.2%

Node 1-  Market Valves nof provided

Note 2-  "Excepf for year ended June 30, 2004 scluarsl valuations were not prepared i even numbered
years. No esfimation using actirarial methodology is made in years between valvations, " (Sowrce -
CalISTRS 2006 Financial Report)

Note 3 - Funding Ratio @@ Actuarial Values - Acfuarial Value of Assets divided by Acfuarial Accried Liabifity |

CalSTRS contribution rates are 8.25% paid by the employer, 8% paid by the employee
(increased from 6% effective January 1, 2011) and 2.017% paid by the state, provided
however, the state may be required to contribute additional funds for shortfalls, It is not
known if any of the required employee contributions are being made by the employer.
Whereas the contribution rates for SBCERS and CalPERS are calculated based on
actuarial determined rates, CalSTRS contribution rates are set by the State legislature.

As with SBCERS and CalPERS pools, the school districts within Santa Barbara County
are pooled with other districts in California and do not know the amount of their
respective individual unfunded liability.

OBSERVATIONS AND ANALYSIS

Funding

Defined benefit retirement plans are prefunded systems thal receive regular contributions
for an employee from three sources: the employee, the employer, and investment returns.
These contributions are made for an employee throughout his or her career. This is
different than a pay as you go system which uses contributions from current employees to
pay benefits to current retirces. Investment returns are a significant source of the funding
that pays for benefits. Nationally, between 1993 and 2006, 19.6% of state and local
government pension fund receipts came from employers, 10.8% from employees, and
69.6% from investment earnings. 2

As can be seen from the above tables, there are significant annual variations in the
unfunded liabilities and funding ratios for each of the defined benefit retirement systems.

* Pensionomics - Measuring the economic impact of State and Local Pension Plans, llana Boivie and Beth
Almeida, February, 2009, National Instinrte of Retirement Security, www nirosonline. org
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Investment performance dictates the employer contribution portion because returns
increase or decrease the employer’s annual share of actuarially required coninbutions. Tt
high investment returns are realized, the employer’s contribution decreases. Conversely,
if investments perform poorly, the employer’s contribution increases to make up for the
loss of investment earnings.

Fitch Ratings'

Fitch Ratings (Fitch) is a major global rating agency providing the world’s credit markets
with independent and prospective credit opinions, research, and data. Fiich notes that
current disclosure requirements make it impossible for Fitch to accurately allocate a cosi-
sharing multiple-employer system’s unfunded pension liability to the numerous
participating employers that use pools to provide pensions to their employees. Fitch will
now tequest from states that it rates, a documented estimate of the portion of the
unfunded liability of each state-run, cost-sharing multiple-employer system that is
attributable to the state itself and, if possible, to participating local government
emplovers.

The Governmental Accounting Standards Board (GASB) is formulating significant
changes to pension disclosure requirements that are expected to improve transparency
and reliability. Fitch will revisit its analytical framework after these changes are made
and enhanced disclosure becomes available.

Moody’s Investor Service (Moody's) °

Moody's is a provider of credit ratings, credit and economic related research, data and
analytical tools, risk management software and quantitative credit risk measures, credit
portfolio management solutions, training and financial credentialing and certification
services. Moody’s has begun to recalculate the states’ debt burdens in a way that
includes unfinded pensions, something states and others have ardently resisted until now.

Moody’s new approach may now turn the tide in favor of more disclosure. In the past,
Moody’s looked at a state’s level of bonded debt alone when assessing its
creditworthiness. Pensions were considered “soft debt” separate from the bonds, using a
different method. Moody’s had decided it is important to consider total unfunded
pension obligations because they could contribute to current budget woes. (Government
agencies “...have a tax base. They have contractually obligated themselves to make
these payments. These are part of the ongoing budget stress ... It ultimately all comes
back to being an operating cost. Addressing those problems is really what’s happening
tﬂdﬂ}',“

Governmental Accounting Standards Board (GASB) '®

" Fitch Ratings: Enhancing the Analysis of U.S. State and Local Gavernment Pension Obligations,
February 17, 2011, hip://repotts filchratings com

YMary Williams Walsh, New York Times, January 27, 2011, “Moody’s to Factor Pension Gaps in State’s
Ratings” http:/fwwwnytimes.com/2011/01/27busmess
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“In June 2010, the GASB issued a Preliminary Views entitled Pension Accounting and
Financial Reporting by Employers that contains a preliminary set of views about how to
improve the effectiveness of the existing pension standards for state and local
governments.”’ If adopted, these views would revise actuarial assumptions currently
employed by most local governments and which could affect current income. In
addition, “The GASB believes that the unfunded portion of a cost-sharing pension plan’s
obligation is the primary responsibility of the participating governments as a group. Each
participating government, therefore, should report a net liability based on its proportion
of the unfunded obligation of all the participating governments.” The deadline for public
comment was September 17, 2010. The GASB will release a draft, for comment, of its
proposed pension accounting changes as soon as June 2011.

Actuarial Valuations

The following is a CalPERS quotation that the Jury believes has wide applicability.'®

What will the pension plan cost? Unfortunately, there is no simple
answer. There are two major reasons for the complexity of the answer:

First, all actuarial calculations, including those in this report, are based
on a number of assumptions about the future. These assumptions can be
divided into two categories.

Demographic assumptions include the percentage of employees that
will terminate, die, become disabled, and retire each future year.
Economic assumptions include future salary increases for each active
employee, and the assumption with the grealest impact, future asset
returns at CalPERS for each year into the future until the last dollar is
paid to current members of your plan.

While CalPERS has set these assumptions as our best estimate of the
real future of your plan, it must be understood that these assumptions
are very long-term predictors and will surely not be realized in any
one year. For example, while the asset earnings at CalPERS have
averaged more than the assumed 7.75% for the past twenty year
period ending June 30, 2010, returns for each fiscal year ranged from
-24% to +20.1%.

Second, the vary nature of actuarial funding produces the answer fo the
question of plan or pool cost as the sum of two separate pieces:

18 Ingtitutional Investor http:/fwww.institutionalinvestor.com/Article/28 1 2574/GASB-Readying-Public-

Pension-Accounting-Changes, hitml
17 GASB release, June 2010
"® CalPERS, 2% at 55 Risk Pool, June 30, 2009, Cost and Volatility, http://www.calpers.ca.cov
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e The Normal Cost (i.e., the future annual premiums in the absence of
surplus or unfunded liability) expressed as a percentage of total active
payvroll, and

e The Past Service Cost or Accrued Liability (ie., represemting the
current value of the benefit all credited past service of current
members) which is expressed as a lump sum dollar amount.

e The cost is the sum of a percent of future pay and a lump sum dollar
amount (the sum of an apple and an orange if you will). To
communicate the total cost, either the Normal Cost (i e, future percent
of payroll) must be converted to a lump sum dollar amount (in which
case the total cost is the present value of benefits), or the Past Service
Cost (ie., the lump sum) must be converted to a percent of payroll (in
which case the total cost is expressed as the employer’s rate, part of
which is permanent and part lemporary). Converting the Past Service
Cost lump sum fo a percent of payroll requires a specific amortization
period, and the plan or pool rate will vary depending on the
amortization period chosen. And as the first point above states; these
results depend on all assumptions being exactly realized.

The caleulation of unfunded liability for each plan is based on a negotiated pension
formula, amortization of side funds and unfunded liability, smoothing periods, and
various other aciuarial assumptions. Actuarial assumptions also include projected rates
of return on investments, employment longevity, salary increases and cost of living
increases, which are different for each of the retirement systems. Consequently, it is not
possible to make direct comparisons of the retirement systems or their results. Tables 1,
2 and 3 summarize the retirement plans and major actuarial assumptions for SBCERS,
CalPERS, and CalSTRS, respectively. Table 4 is a Glossary of Actuarial Terms that can
be used in evaluating all the plans.

In addition, although this report has been prepared from information provided by the
agencies for the fiscal year ending June 30, 2010, there are differences in the actual
dating of the information, as follows:

o SBCERS - Assets are appraised as of the valuation date of June 30, 2010 and
Contribution Rates for the following fiscal year determined by the Actuarial
Valuation

e (CalPERS — The pension information provided by the agencies in their annual
reports of June 30, 2010, actually represents the results of CalPERS actuarial
valuation of June 30, 2009. Contribution Rates for the July 1, 2011 through June
30, 2012 fiscal year are based on the June 30, 2009 valuation date

e (CalSTRS — As with CalPERS, the pension information provided by the agencies
in their annual reports of June 30, 2010, actually represent the results of CalSTRS
actuarial valuation of June 30, 2009. Contribution Rates are fixed by and subject
to revision by the state legislature

12 2010-11 Santa Barbara County Civil Grand Jury
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Other Post Employment Obligations (OPEB)
In addition to pensions, many agencies provide some form of post employment health
care coverage. As reflected below, these aggregatc amounts for all three systems are

sizeable and will have to be included in future budgets and funded from future revenues.

Healthcare Benefits

While not having received the same level of attention, the OPEB healthcare obligations,
which include medical, dental, vision and other health related benefits, if applicable, can
be sizable and are required to be reported in financial statements. As shown in Exhibit
4A, as of June 30, 2010, the date of the agencies’ last fiscal year, the Actuarial Accrued
Liabilities as reported by the agencies totaled $325.193,581, of which $9,136,137 had
been funded, leaving a total actuarial unfunded liability balance for all agencies of
$316,057,444.

Other Than Healthcare Benefits

As shown in Exhibit 4B, three agencies reported other post employment obligations
totaling $5,562,620, which includes: $3,805,000 accrued sick leave benefits by the City
of Santa Barbara, $150,000 for voluntary resignation incentive plan by College School
District, and $1,607,620 for early retirement and medical benefits for a former supervisor
by Lompoc Unified School District.

Compensated Absences

In addition, 48 agencies reported Compensated Absences Liability for vacation, sick days
and other unfunded obligations that would be payable upon an employee’s separation
from the entity. As shown in Exhibit 4C, the total obligation for all agencies was
$60,756,644,

CONCLUSIONS

The implications of the data reflected in this report are staggering. The recent market
recovery will reduce the size of the unfunded liabilities, assuming that markets remain
stable and there are no major changes in the actuarial assumptions. Anticipated GASB
rule changes can be expected to increase unfunded liabilities. Based on actuarial value of
assets, as of June 30, 2010, the Santa Barbara County Employees’ Retirement System
(SBCERS) had an unfunded pension lability of approximately $689,000,000." Based on
actuarial value of Assets statewide, the California Public Employees Retirement System
(CalPERS) pools and Califomia State Teachers’ Retirement System (CalSTRS) plans had
unfunded liabilities overall in excess of $42,400,000,000. Local government agencies
who participate in pools are unable to break out their specific individual unfunded

¥ SBCERS unfunded liability includes Santa Barbara County Superior Court employees, but who are state
emplovees.
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accrued hability. As a result, the agencies do not know the extent of their specific future
obligations, which makes it difficult to do strategic financial planning for pension
expense beyond the next year or so.

Agencies in Santa Barbara County offering retiree health benefils have an additional
unfunded liability of $316,000.000 for these plans as well. They are principally on a pay
as you go basis, wherein new hires and current employees or the employer pays for
retiree benefits as a part of operational costs. In order to manage future costs, thought
should be given to either containing the benefit or funding it. These liabilities can be
expected to grow as the number of employees retiring expands and health costs continue
to increase.

Current pension and other post employment benefit plans were negotiated by the
individual agencies and their respective employee bargaining units, and approved by their
governing bodies. Change would be subject to collective bargaining and approval by the
applicable governing body.

Those agencies participating in a SBCERS, CalPERS or CalSTRS plan have little control
over their plans other than to switch an existing plan to a different plan within the system,
such as switching from a CalPERS Safety 2% @ 50 Risk Pool to a Safety 2% (@ 55 Risk
Pool. Any such change would be subject to collective bargaining and approval by the
applicable governing body.

Other Post Employment Benefit unfunded accrued liabilities, particularly healthcare
obligations, are sizable. Many agencies fund their post employment healthcare benefits
on a pay as you go basis.

This report is a wake-up call for agencies to seek the information and take action that will
allow them to better plan for their financial future.

FINDINGS AND RECOMMENDATIONS

Finding 1a

Most public agencies in Santa Barbara County are participants in large defined benefit
pension plan pools, which provide diversification, cost efficiency, spreading of risk,
centralized management and centralized investment strategy.

Finding 1b

Public agencies in Santa Barbara County participating in defined benefit pension pools
know their current year required contribution and an estimate of the following year’s
contribution,

Finding 1c

Fitch Ratings is a global rating agency that has announced new disclosure requirements
because current disclosure requirements make it impossible for Fitch to accurately

14 2010-11 Santa Barbara County Civil Grand Jury
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allocate a cosi-sharing multiple-employer systern’s unfunded pension liabilily to the
numerous participating employers that use pools to provide pensions to their employees.
Moody’s Investor Service has begun to recalculate the states’ debt burdens in a way that
includes unfunded pensions. The Governmental Accounting Standards Board has stated
that each government agency participating in a cost-sharing pension plan should report a
net liability based on its proportion of the unfunded obligation of all the participating
governmeris.

Finding 1d
Unfunded long-term liability can have an important impact on future funding
requirements that the ratepayer, taxpayer and each individual agency needs to know.

Finding 1e
Public agencies in Santa Barbara County participating in defined benefit pension pools do
not know their individual long-term unfunded actuarial liability.

Recommendation 1

That, no later than January 1, 2012, all local government agencies that belong to
multiple-employer pension pools obtain, and for each year thercafter, make publicly
available estimates of their individual unfunded actuarial liability from an actuary or the
plan sponsor.

Finding 2a
As of June, 2010, public agencies in Santa Barbara County had a total unfunded actuarial
liability for post employment healthcare of approximately $316,000,000.

Finding 2b
Some agencies pay all or a portion of the healthcare premium costs for employees.

Finding 2c
For the most part, local agency healthcare benefits are pay as you go, and are not
structured on a prefunded basis like defined benefit pension plans.

Recommendation 2a

That, no later than January 1, 2012, in the best interest of ratepayers and taxpayers, each
government agency that contributes some or part of healthcare premium for employees,
adopt an implementation plan to reduce those contributions.

Recommendation 2b

That, no later than January 1, 2012, in the best interest of ratepayers and taxpayers, each
government agency that provides healthcare premiums for employees, implement
prefunding their currently unfunded healthcare liability.

Finding 3

As of June, 2010, public agencies in Santa Barbara County had a total liability for
compensated absences of nearly $61,000,000.

2010-11 Santa Barbara County Civil Grand Jury 15



LOCAL GOVERNMENT POST EMPLOYMENT BENEFITS

Recommendation 3

That, no later than January 1, 2012, in the best interest of ratepayers and taxpayers, cach
government agency that has compensated absences liabilities, adopt an implementation
plan to reduce each agency’s compensated absences liability.

REQUEST FOR RESPONSE

In accordance with California Penal Code Section 933.05, each agency
and government body affected by or named in this report is requested to
respond in writing to the findings and recommendation in a timely
manmer. The following are the affected agencies for this report, with the
mandated response period for each.

Each Agency Listed Below - 90 days
Finding 1a, 1b, 1c, 1d, le, 2a, 2b, 2¢, 3
Recommendation 1, 2a, 2b, 3

Santa Barbara County

Sania Barbara County Education Office
Ballard School District

Carpinteria Unified School District
Guadalupe Union School District
Lompoc Unified School District

Orcutt Union School District

Santa Barbara School District

Santa Maria-Bonita School District
Santa Maria Joint Union High School District
Allan Hancock College

Each Agency Listed Below - 90 days
Finding la, 1b, le, 1d, le, 2a, 2b, 2¢
Recommendation 1, 2a, 2b

Buellion Union School District
Cold Spring School District
College School District

Hope School District

Montecito Union School District
Santa Barbara City College

Each Agency Listed Below - 90 days

Finding 1a, 1b, 1c, 1d, le, 3
Recommendation 1, 3
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Cuyama Joint Unified School District

Goleta Umon School District

Los Alamos School District

Los Olivos School District _
Santa Ynez Valley Union High School District

Each Agency Listed Below - 90 days
Finding 1a, 1b, 1¢, 14, le
Recommendation 1

Blochman Union School District
Solvang School District
Vista del Mar Union School District

Each Agency Listed Below - 90 days
Finding 1a, 1b, 1¢, 14, le, 2a, 2b, 2¢, 3
Recommendation 1, 2a, 2b, 3

City of Buellton

City of Carpinteria

City of Lompoe

City of Solvang

Cachuma Operations & Maintenance Board
Carpinteria / Summerland Fire Protection District
Carpinteria Public Cemetery District

Carpinteria Sanitary District

Carpinteria Valley Water District

Goleta Cemetery District

Goleta Water District

Goleta West Sanitary District

Montecito Fire Protection District

Montecito Sanitary District

Montecito Water District

Mosquito and Vector Management District of SBC
Santa Barbara Metropolitan Transit District

Santa Maria Cemetery District

Santa Ynez River Water Conservation District [D No. 1
Summerland Sanitary District

ach Agency Listed Below - 90 days
Finding 1a, 1b, lc, 1d, le, 2a, 2b. 2¢
Recommendation 1, 2a, 2b

Santa Barbara County Association of Governments
Goleta Sanitary District
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Fach Agency Listed Below - 90 days
Finding 1a, 1b, 1c, 14, 1e, 3
Recommendation 1, 3

City of Goleta

City of Guadalupe

Isla Vista Recreation and Park District

Oak Hill Cemetery District

Santa Maria Public Airport District

Vandenberg Village Community Services District

Fach Agency Listed Below - 90 days
Finding 1a, 1b, 1c, 1d, le
Fecommendation 1

Cuyama Valley Recreation and Park District
Los Alamos Community Services District

Each Agency Listed Below - 90 days
Finding 2a, 2b, 2c, 3
Recommendation 2a, 2b, 3

Santa Barbara Air Pollution Conitrol District
City of Santa Barbara
City of Santa Maria

Each Agency Listed Below - 90 days
Finding 3
Recommendation 3

Cachuma Resource Conservation District
Cuyama Community Services District
Lompoc Cemetery District

Lompoc Valley Medical Center

Mission Hills Community Services District
Santa Ynez Community Services District

18 2010-11 Santa Barbara County Civil Grand Jury



X 12nsI] e PUE BoLEINSY AS][EA BWBAN)
X iansn ey LSyes epsudm)
X 1IRSH Amung eLmudE])
X PIBCH SoURUMURY % SUOHERIC BwnTae
X FUBALOS 3O A1
- 05 %t (11-0€-0 YBn0mg) 93104 - Liafeg
(11-0E"9 ([BUOIM) Utlj a1 - Ajajeg
- S5 ) %L T SNOTUR] (3081
X SELE BURg JO A5
o/ EUB]{ JUSTIAMAY 20[AIDG %9 AJaJES
S 05 88 aa1[od - Aayeg
057 %E Bl a1 - Hapeg
8% @ 0% LT SROAUE] [0Sy
. QIR Bueg o A1)
Aageg
55 @ %l SNOURTTA0SIY
u“n - -0duro T Jo g
«dnepenp jo 15
X majen Jo 4o
X BpauidreD) Jo 15
X uoj[jang Jo A1)
SHadED
X WLISI ATG)UES pUjalimg
X JOLNEIT AINAWY WL ByTeg
X JaLnag Alsjae]) ITH 3EQ
| X DS J0 }3Ls1 MNUSTEUEW 10j08,, pUs 0}mBrOjy
“ X 1PMSIT Aejaway) majon)
“ X 1LISI AIAWa]) aTjqn ] eneyuidn g
X RIDSHT UONDa0L 911§ IR | BRafdIe,)
55 %I WIASICT [ONU0T) UDANTIO] 1T AJGNO.) Beging ey
< — X EIUAILIBA0L) JO UCOFIAGEEY AUNG) GIB0IR RITRS
X X Auno) wieqieg ayrey
SHIDES
F gl 8 | 8 | u e | &8 ||| @™
S | B @ B | @ @ @ | & 2| @ @ @
T2 |8 HEREEEEE R N 8L [vpadg
.m E m el ® = = H A A 4 pire ‘saloqlo]) ‘spapaeng sjooueg ‘sapy) “samady
28 2 ALIIYE FTO0d S0EN Y TTADSIA |ERpLapuy Ayno) tdq uay pue majsdy Juomanay Ag st Supsry
L SNOLLITM)SAT NV 1d SULSIED| ¥/N amey Huady

EJ0 [ oduy

NOLIVAIDITEVA NV'Td ADNADY - T IIaTHXH




I0LGSI(] BOLBAISSUOD) JATE N, JoATY| ZaLLy, BIUeR

NS F901AIRG MUNINILGD) B mjung

Lt e e

(B10N)) 10LSI(T JISURL | tejijodonajy BIEqIug jmes

12UR0 [HaTpaAly ART[EA oOdinoT

(A®ruys 20) Sue uonngiuo PAEPHT UHM BIpUREY o

(310N 39181 TS TRL | T 0doRa I SIEqTEg TG

WHELG JEIWANfIFY siasTa ],

SE910) K1) EIBGI BIUg

(00 TPOSURH el

Eo I )

AJINOT) 21} U1 ES0THEI 00028 [[V

T I I

BILLI0) UOREIPY AUNO; BIRGIEE BIES

SMALIED pue GYLGED

IDLOSI] §201AIGS AYUNIILOC) SE]T}A Biequapus y

L ON (1 391081 UONRAISSUOD) JJEAY I8ATY 20U, B0vg

10HISICY podiTy ogn g BITE Buag

OHIEI( JaTE A, CIpatal]

L b b

PUISI ATjjung GHoauopy

JIMISIL UORASI0L A1 GIIaa|unpy

WILNENT SelAdag AJUNWIIO,) BOWHETY 807

J3man) [UIpaly LA[jeA eodimo]

YOMISICI Y9 PUE U003y 15, H]6]

b

TS ATRIUES 1820, me[en

VILISICT A maj0n)

JLNE]C] ATHIUEg majon)

Defined
Contribution
Teamsters

3% (@ 20

3% @ 55
=

| F @55

&
el

g

3% @&
2,75 ) 55
% @ 5T

2% @

2% @ 6

BTO0E ALELVE

B0 SOANY TTASTIN

()]

IEnpfapog

SNOLLATHOSHA N¥ T1d

SHLEE]

¥iN

RS [eroaddy
PuR ‘sadafjor) ‘ane sj0otdg say) ‘sapusiy
Lunoy g va pue wasiy juauraanay 4q 5 Jupsiy

ame)] Lamagy

£Jo g sy

NOLLVAIDIIN YA NV'Td ADNEOY - [ LISTHXY



o PAPHIL 1594 SW EIEP S}f pUB Puny i o SN PUe s1o6st pajood aus Jo a6l &1 Jo Sioumss syiogo 1634 © apem

UOTILT) BINSWIEST, S I0 S18mat A saadodins

pastzsasdal g1 pue weld onngLnoo pamgsp 30 s1squIT 2 saadoqd

"SE[d [eupLApY] iRy 8ajouaEE 60T Y FUOJE SUBL [nEpIAIPU] F 1qrpe

Soq (LI “Bonood © sp uerd sisureay, oy sy ueid uorsuad jpjauaq pauyep
W paymasasdar-uol (1) 5301981 Neus] uBjfjodonapy BIBEL BUES - 310y

1S S90TAIRS LU0, B[ITH B GU0g

YIIS]( TORBAISSUO]) 6164, ABJTE/, IRy FUAG

1IISICY S30[ASF AJUNUIt0,) 6[11] VO[]

1PHISI] AI3WIRT) BOIIE] Y 50°]

191051 Adatemary sodido

191081 Aldawery sdnppenn

1S JUSRACITU Bd[OJUN OppEasequiy

10101 $3AAISG AVUNLINGY BOMEATy

1OLOSI(] B2DIAIDE AYUTIIIID ) B{[E0Ee

JOLOEL( UOHBAIASTIO)) SOMMOSaY] PUMTIn.)

PIEOE 2EBA[SY TOHBAISUO]) B0,

e B Bt B o e B 2 ) P 2

0041 ATmoD) wegmy eimg

uk|d oU Yjim sauagy

Defined
Contribution
Teamsters

3% (@ 20

% G55
29 (5 50

&
&

§

% (@80
17% @58

2% @ 57

2% 85

2% (@ 60

FT00d ALALVE

ST00 BA0GNYTTEDELY

(OITK]

(B0 prEApH]

SNOLLATHISEA NVTd

|suLsImD

¥IN

BoMISIg [eedg
pue “sallafjoy ‘Mapnsig sjoorag ‘T ‘sanauady
Apunogy iiq vay) pue wasdy Juwanay Aq 5 Sunsiy

e Lomany

€40 gafey

NOLLYJIDITE Y NV 1d AONTOY - [ LI9THY A



509 %4519 e D 5 T k' LS Wt L§ bk 65 a6 B0 WD'Ee L)/ T8I VAN dRwy papang] g,
10£ P60 '068°CF |0IL6S1 801 1§ |28 DOTOLES O BFD'OE 00 972058 |T60TECPET 18 |LCEELRR0TE BETGSERIDTS |bo6oTE Corg L AR 1068 Y J0 ea, mp | s
%al'ls s A [T 758 8L 409 A L5 pE U1}/ (50 spang 3 Farpaposs oird papong| g
EEECGO'EVES  |TER LADSFIS  |COTORLERE LFe'0sc es FRE'9TE 568 UL 30 Lize  JoOCRee'iony  (9950BE 1128 |9Fis5racs 1(6] - (1] SPUn3 apfg FUfGo%s AfIGeF] papamury] 7
SCE6LELCRRS |96V 06L LET (S |8190LT L6EF E4hLORGY SROSLOBRLS  [ELTDECEOR 18 |PLO 96 9TH 1S 9501 IF'E68 L8908 ELE 9558 ({57 - T2)] sputly op1§ SUFDR[S:a makey 10 N, EHETEY] g
UEe 1z20e8Y) (LT 600LEDS)  [(opT15928)  JIoEvaiase) OITE69E68  |(1LT6906815) |(eheeol Eeld) [(ee 008 ers) £00 TRES RPOG SpIE| g
40T 4E T bal ER T B8 BL %R ETT] L 95056 [{1}/ (2)] opey papuna|
EZO 915 P6v 1S [TD0 108 CoTs _ [ROLLROTLE  |0RUGECIE EStG00GRIS (78S ALT00ME [0 coBOVES | TZTLRTOREY  |erPeeans W) - (1] ApoesT peplgin| g
PEUBETLEGSS |8TE (R00EE 15 |EL0SPORDEY FEN'SE0 BV SLE YRE 698 |TOE 09T PG 18 | ICHDEF E6P 1S ICLLISBELES (9727656 5555 ByasEy J0 afipp Emmsy|
LHCLOITLSE  |OCCERR ToR 18 IREEESOFFE |90 1 520°cig SEF VAEERNE  |FRRBSF OPI'DS OFS VTR VRIS |TZT RGLFOLES |AO8 LPE CO5S AMHGEET PINRYY [FULON sd'y Aquz| |

! 1401 HETH Y J6 STYEIE Popung
YalB0ET R0 T TR LG0T T WEST bl WELLP] SaBEL T LHREE 6 BREEL'L e e o G ]
WLTE'T LHERS P WEET'E Vel L0'T 4G06R £ LG0T YGPED'Y YEEE'T Il 1 L] DOUEZNATY 500 00 JHoiAs,]
PR LT WETL T BFT0'E] WOET'E VaL6Z 00 LALRE'G WETLE SR L BIZ90 - 1800 TEHEGH] JOACHIIH Jap] & (000
W6Ee | BaI0L T B0ZL 0 WFTED 511 [ Stil D 5595070 SSEL O SIS | SULY IO SSRINRINg ReR
WENTET OZFLT WFELTT WFSFET EETEN 05001 68 G B L16T 1807 WO TRAONTI B902Ly 6,00,

! Wi Jadodm SRig padn by 550 REr

|
DE1EL 0TET [ olg 6161 DGET ETA) ) T BSTAAR ] BUTAFR0en] BALTEI Ry USE PR £a ATy
[T £05'T £gh L8F 05FE [ Tar's SLET] O05E RIS 3AR3Y J0 Toqum ]
Qog a1t 4] 143 63 HLil £91 (] L SUE[ 30 30| np]

05 1 20 FF W nL0E 0F 1 20T 'G5 18 20T 03 1€ %50°E 5EIE %07 5518 LT CF 18 %0 L BiRIog Jjaoag
FIMhI Word K1ajeg _ K00 SR S00IUR[AoRTY

‘DIOT SSGLEan0 ] Bpy PAIMNG 4y biiriyii] e semeaeado jyenzag ALTE pazgras jour op s,
"D10T Joquimiey Of poy|dmos SUopENRA [BLTISE 5007 0E AN AR U0 PISHD QI8 MG SIS WHIEN|EA 2],
GODT ‘(1€ IUNL 30 BH U0 T Sy SR nOFENIE Y [ Bnjay

STOOd MSTH SHAAED - 7 LIAIHXT




“SIRIIEL] pue S)asse pejood si) Jo amys

B 30 SULNSD SLOLS 1554 B S PRy (] L]y “asamol ood € B yomm pun,T domy sisuss 1L #10 Yits 51 seafodun pepuzsasdor 1oy wyd s gorms g psu ], veedanapy erEqmy mues - 7 S0

Alegeredas paiodal sty ‘SYHDES Jo 1ed B 5 IDLS [enu0d) wonnfod 1y Auno) eeqme eweg yinowy - 1 soN

2108 Sa0'68 QI9STI'EITS PI6'FLIBEPS T6PSOLOLOT § OLR'6L6058 §  B9C0ST'IEY §
108 AR GLEGRIY La0'990°L GLL'E09ET 005'0Z6'81 299 Eps o] Sigjsumea], (T 20N) 1omisiey yswerg, reyodonapy segeg wuEg
%6°ES %19 6SC06T'SE  00T'6T6'8  BTTGLEGIT  699'80%RI  STI0SHPEI SUATED BLEY BIBS JO 10
BT ST LE SSO'PRR'SH].  008'6S6'98C  $B9'089'6D0 GI0TORETE  ¥RE'OTL'TRE SHAdED BIROEH BUES Jo A0
%8k %l 19 PET'089°a1 FIF8H0 Ly 068" L64°TTI 99LTII%0T  OLPRPLISL BUHATED sedmor] jo Ao
WTLL %870 666FLS'S § G1S'1L8TI S [16TE0%E TIE0S0'0T § TEE'09L1T ¢ SWADMS (1 2¥oN) 11081 nopmjjog i1y AjunaD RIBGIEg BiRg
(€ /z ummnoa) [(g / 1 vmnjoa) e

ane A RN A [BHEMDY  |Fonju s 10iegy

[EpEmay ey B O} B massy @ masry Aupgery

@ opey ) opry - Anpqery - mqeyy PIIY  spsay goan[es | sjaesy o

Hupuny Suppan g papunjur | | papunjup) IRy IFLENIRY | an[m JoAEgY

Runomy papoday gz g sunp urjy e Lmady

SNYId TV IQIAIANT - € LIgIHXT




EXHIBIT 4 - QBLIGATIONS OTHER THAN PENSIONS

Paga 1 of 2

Noieg f - The above OPER data jor SECERS participants has been
Meprch 16, 2011, Insofar ax this data might not have been availab

mapy be differance between the above dati and the annual reparts,
Note 2 - The above OPEER dmig for CalPERS and CalSTRS participants may be reporied o year in greears,

OTHER OPERE OBLIGATIONS

City of Sunta Barbara

Callege School District (K-8)
Lompoc Unified School District (K-12)

Totals all Agencies

Agency Name June 30, 2010 Reported Amonnts
Actuarial Actuarial Market VUnfunded Unfrnded
For convenience, Agencies have been lsted by; Accried Value of Value of Actuarisl Liahility
Connty Agencies, Cities, Schonls Districts, Lizbility Asgets Assets Accroed at Market
L Collepes, and Special Districts Lizhility Value
OFPEB OBLIGATIONS - HEALTH CARE BENEFITS (zee Notes 1 and 2)
Santa Barbara County 5 173,941,534 14745920 518748 § 172068607 % 172,068,607
Sunts Barbara County Association of Governments 458 841 - - 458 841 438,841
=anta Barbara Afr Pollution Confrol District 1822303 275086 275,006 1,547,207 1,547,207
Santa Barbars County Edneation (ffice 1,549,925 . - 1548925 1,548,025
City of Buelliem 1,210,956 - - 1,210,936 1,210,956
City of Carpinteria 3,336,816 - - 31,336,816 3.3536.816
City of Lompoc 10,055,000 2,063,000 2105503 7992000 7,949 407
City of Santa Barbar 30,697,000 - - 30,687,000 30697000
City of Santa Maria 6,798,520 = = 6,798,520 6,798,520
City of Sohvang 1918713 - - 1.918,713 1,918,713
Ballard School District (K-6) 202,852 - - 12,852 202,852
Buellicn Union School 1ismict (K-8) 19,500 19500 19,500 - -
Carpinteria Unified School Dist. (K-12) 2,338,173 . s 2,338,173 2,338,173
Cold Spring School District (K-6) 281,234 - - 281,234 281,234
College School District (K-8) 397,665 - - 397,665 397,665
Guadalupe Union School District (K-6) 319,280 4 - 319,280 318,280
Hope School District (K-6) 198 836 - - 158,836 198 836
Lompoc Unified School District (K-12) 307,012 362,778 362,778 (55,766) {55,766)
Muoatecity Union School Dhst, (K-6) 264,593 - . 264,803 264,893
Oreutt Union School District (-9 3050407 - - 5,050,407 3,050,407
Santa Barbara School District 10,766 - - 10,766 10,766
Samta Maria-Bonita School Dist. (K-8) 9,756,208 = 7 9,756,208 9,756,204
Sania Maria Joini. Union High School District (9-12) 12 464,084 - - 12,464,084 12,464,084
Allan Hancock College 7,220,666 3,057,587 3,057,587 4,163,079 4,163,079
Senta Barbara City Collegs 681,720 - - 681,720 681,720
Cachuma Operatiogs & Maimtenance Board 1,164,773 1,164,773 1,164,773
Carpinteria / Summerland Fire Protection District 2,558,975 - - 2,558,975 2558975
Carpinteria Public Cemetery District 64,270 - - 64270 64,270
Carpinteria Sanitery District 40,136 - - 43,136 40,136
Carpinteria Valley Waler District 444,624 - - 440,624 440,624
Golets Cemetery District 137.676 77 7 137,509 137,599
Goleta Sanitary District 2,773,266 272,130 275,388 2,501,136 2,497,578
Goleta Water District 16,079,140 - - 16,079,140 16,075,140
(Foleta West Sanitary District 750,326 1,208,994 1,361,032 (458 668) (610,706)
Montecito Fire Protection District 14,752,000 . - 14,752,000 14,752 000
Manteeito Banilary District 281,750 - - 281,750 281,750
homtecito Water District 144,729 = - 144,720 144,729
Mosguite and Vector Management | Hatrict of S8 41 844 - - 41,844 41,844
Santa Barbara Metropolitan Transit Disteict 12,186,000 - - 12,186,000 12,186,000
Santn Maria Cemetery District 331,582 2,46 2,046 329,536 328,536
Samta Yoez River Water Conservation Distict ID No. 1 2058 343 - - 2058383 2058383
Summerland Sanitary District 83,111 - - 83,111 3,111
Tertals all Apencics § 325193581 8T UI36.037 8 9333936 § 16,057 444 % 313,838 645

updated by the Milliman deoarial Valustion dited as of June 30, 2070 delivered
le for the preparation of the respective agencies Jime 30, 2010 anmal repotz, there

5 3,805,000 2 5 c $ 3805000 S 3,805,000
150,000 . 4 150,000 150,000
L607,620 . - 1,607,620 1,607 620

§ 5562620 z 3 = § 35362620 § 53562620
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Page 2ol 2

Agency Name June 34, 2010 Reported Amoonis

Actmarial Actoarixl Market Unfonded Unfanded

For convenience, Apencies have been Hsted by Accroed ¥Yaluc of Valuoe of Actuarial Liability

County Apencies, Cilies, Schools Districis, Linbility Asgels Assels Accrued at Market

amd iul Thstri Liability Value
COMPENSATED ABSENCES LIABILITIES

Sants Barbara Counly F 29.8R7.683 b3 - - § 29 BR76RE3 F 29887683
Santa Barbara County Adr Pollution Coatrol District 370,008 370,006 370,006
Sunta Barbara Counly Education Office 52962 52,962 52,962
City of Bueliton 68,060 68,069 68, (69
City of Carpinteria 51,830 51,830 51,830
City of Goleta 318,671 IERAT1 318,671
Cily of Guadulupe 191,998 191,998 191,994
City of Lompoc 3,300,623 3,309,623 3,309.623
City of Santa Barbara 5,293,978 B.203.4978 8,293,978
City of Santa Maria 5,884 867 5,884,867 35,884 867
City of Sobvang 113,639 115,659 115,639
Ballard School District (K-6) 10,357 10,357 10,357
Carpinteria Unified School Dist, (K-12) 324 467 324 467 324 467
Cyama Joint Unified School [ist. {K-12) 14,377 14,377 14377
Golete Unian School District (K-6) Th, 40 76,400 T6,AH)
Guadalups Union School Disimict {(K-6) 28,953 28,953 28953
Lomnpoc Unified School Dhistrict (K-12) 673,105 673,105 673,105
Los Alamos Schonl Disfrict (K-8) 4,220 4,220 4220
Loz Olives School District (K-8) G967 4679 26T9
Crentt Union School [istrict (K-9) 205607 205,607 205,607
Santa Barbara Secondary School District 1,285 504 1,285 504 1,285 594
Santa Mana Jomt Union High Schoo] District (9-123 3TLBAS 371,845 371,845
Santa Maria-Bonitz School Dhist, (K-8) 40,030 40,030 40,030
Santa Yoer Valley Tndon High School Dhstrct (9-12) 31,446 51,446 51,446
Allan Hancock College 315,042 815,042 515,042
Caclomma Operations & Maintenance Board 104 583 104 583 104,583
Cachuma Resource Conservation Thstrict 19,672 19,672 12672
Carpinteria / Summerland Fite Profection District 639,163 659,163 659,163
Curpinteria Public Cemetery Disirict 2,000 2,00 2,000
Carpinteria Sanitary District 121 365 121,365 121,365
Curpinteria Valley Water Districi 220,769 220,769 220,769
Cuyama Comrnunity Services District 25,668 25,6608 25668
Goleta Cometery District 27737 27,737 27,737
Goletn Waler District TU7, 136 797,136 T97.136
Goleta West Sanitary District 243 351 243 351 243,351
Isla Vista Recreation and Park District 42 {61 47,061 42,061
Lompoc Cemetery District 54,039 " 54039 54,039
Lompoc Valley Medical Center 1,771,933 1,771,933 1,771,233
hizsion Hills Commumity Services [istrict 78,804 78,804 78,804
Montecito Fire Protection District 058,744 058,744 058,744
Montecito Sanitary Thistrict 186,444 186,444 186,444
Montecito Water District 347,730 347,730 347,730
 Mnsquites and Vector Management District of SBC 33,020 53,020 63,020
Cuk Hill Cemetery District 3958 8,058 8,958
Santa Barbara Metropolitan Transit District B37,0% 837,006 537,086
Santa Maria Cemetery District 50,179 50,179 50,179
Santa Maria Public Airport District 115,136 115,136 115,138
Sants Voer Commumnity Services District 43,360 43360 43360
Sants Yner River Water Conservation Disfiict 1T Mo, 1 101,047 101,047 101,047
Summerdand Sanitary District 46,723 46,723 46,723
Vandenberg Yillape Commumity Services District 87.774 87,714 #7774
Totals all Agencies 5 59.471,050 % - - 5 39,471,050 3 39471050




TAELE 1 - SBCERS

SANTA BARBARA COUNTY EMPLOYEES' RETIREMENT SYSTEM "SBCERS"

Date of Report(s) June 30, 2010
Defined Banafit Programs {only)
Membership:
Active 4,228
Retired & Beneficiaries 3,318
Wested Terminated Employess 02
Tarminated Members (with Cantributions) 279
Total Mambership 8,727
Plans: Rate Tiar Farmula Type
Genaral Plan & 2% @57 Contributory
Safety Flan 4 3% @ 55 Contributory
Safaty Flan &6 3% @ 50 Cantributory
AFCD Flan 1 &2 2% @ 55 Contributory
General Plan 2 2% (S5A Integrated) Mon= Contributory
Annualized Payroll s of the Valuation Date:
Annual Total 3 208,563,000
Monthly Average $ 6,050,000
Average Monthly Benefit to Current and Beneficiarias 5 2,837
Expected Investment Retum 7. 75%
Inflation Factor 3.25%
Wage growth | 3.76%
Asset Smoothing (subject to limits) 5 Years
LIAAL amortization period 17 Years
Retirees cost of living increases (subject to CPI 3.00%, Compounded
limitations) (excapt for Plan 2)
Actuarial Accrued Liability $2,616,147,000
Waluation date of Azzets June 30, 2010
Assats:
Market Value of Fund ] 1.609,449,000
Actuarlal Value of Assets -1 1.927.229,000
Funded Ratios:
Market Value of Assets 61.50%
Actuarial Value of Assets : TR.T0%

Linfunded Accrued Liabilities:

Unfunded Actuarial Accrued Liability 5 688,918,000
Unfunded Market Valua Actuarial Liability 5 1,006,658,000
Required Employer contribution rate for all tiers combined
as a percent of total payroll
Grozs Normal Cost 21.12%
Member Contributions -4.54%
Employar Normal Cost 16.58%
UAAL Amortization 17.90%
Total Employer Rate 34.48%

Mote - By agreement with the bargaining units, some agencies have agreed fo
pay all or a portion of the required Member Contribution



TABLE 2 - CalPERS

CALIFORNIA PUPLIC EMPLOYEES' RETIREMENT SYSTEM {CalPERS) VARIOUS
PLANS

Date of Report{s) June 30, 2010
Defined Benefit Programs (only)

MMembership (excluding Legistators and Judges)

Active and Inactive 1,116,044

Retired & Beneficiaries 513,623

Total Membership 1,629,667
Plans: Rate Tier Formula Type

Local Misc. 2% @ 60 Contributory

Local Misc, 2% @ 55 Contributory

Local Misc. 25% @55 Contributony

Local Misc. 2.7% @ 55 Contributory

Local Misc. 3% @ 60 Contributory

Local Safety 2% @ 50 Contributory

Local Safety 2% @ 55 Contributory

Local Safety 2.58% @ 55 Contributory

Local Safety 3% @ 50 Contributory

Leeal Safety 3% @ 55 Contributory
Annualized Payroll az of the Valuation Data:

Annual Total Mot provided

hMonthly Average Mot provided
Average Monthly Benefit to Curent and Beneficiaries Mot provided
Expectad Investmeant Retum T7.75%
Inflation Factor 3.00%
Wape growth 3.26%
Asset Smoothing. (subject to limits) 15 Years
UAAL amortization period 16 Years for Safety 31

Years for Misc.

Retirees cost of living increases (subject to CPI limitations)  2.00%, Compounded

(Optional 3%, 4% or

5%
Actuarial Accrued Liability By Flan or Pool
Waluation date of Assets June 20, 2000
Assets:

Market Value of Fund

By Plan cr Pool

Actuarial Value of Assats By Plan or Pogl
Funded Ratios:
Market Value of Assats By Plan or Pool
Actuarial Value of Assels By Plan or Pool
Unfunded Accrued Liabilities:
Unfunded Actuarial Accrued Liability By Plan or Pocl
Unfunded Market Value Actuarial Liability By Plan or Pool
Required Employer contribution rate for all tiers combined
as a parcent of total payroll
Gross Mormal Cost By Flan or Pool
Mamber Conbributions By Plan or Pool
Employer Mormal Cost By Plan or Pool
UAAL Amortization By Plan or Pool
Total Ernployer Rate By Plan or Pool



TABLE 3 CalSTRS

CALIFORNIA STATE TEACHERS' RETIREMEMNT SYSTEM (CalSTRS) DEFINED

BENEFIT PROGRAM
Date of Report(s) June 30, 2010
Defined Banfit Program {only):
Membership:
Active 441 544
Inactive 166,976
Retired & Beneficiaries 235215
Disability Banefit Recipiants 8,581
Total Membership 852 316
Plans: Rate Tier Formula Type
General 2% @ 60 Contributory
{up to 2.4% at 63)
Annualized Payroll as of the Valuation Date;
Annual Total 5 27.327.,000,000
Manthly Avarage 3 2,277.250,000
Avarage Monthly Benefit to Gurrent and Beneficiaries Mot Provided
Expected Investment Retum 8.00°%
|nfiation Factor 3.25%
Wage growth 4.25%
Interest on Accounts 6.00%
Asset Smoothing (subject to limits) 3 Years
UAAL amortizetion period 30 Yaars

Retirees cost of living Increasas (subject o CP1 limitations)  2.00%, Simple (60% -
85% purchasing power

protaction)
Actuarial Accrued Liability i 185,683,000,000
Waluation date of Assets June 30, 2008
Azzats
Market Value of Fund (ot provided)
Actuarial Value of Aszets i 145,142 000,000
Funded Ratios:
Market Value of Assats {not provided)
Actuarial Value of Assets 78.00%
Uinfunded Accruad Liabilities:
Linfunded Actuarial Accrued Liability ] 40, 541,000,000
Linfunded Market Walua Actuarial Liability (net provided)
CALSTRS Contributions:
Mambears: Though 12-31-10 6.00%
Therafter 3.00%
Employers 8.26%
State 2.017% (subject to

adjustment)



TABLE 4

GLOSSARY OF ACTUARIAL TERMS

Acerued Liability (also called Actuarial Acerved Liability or Entry Age Normal Accrued Liability)
The total dollars needed a5 of the valuation date to fund all benefits eamed in the past for corrent members

Actuarial Assomptions
Assumptions made about cerisin events that will effect pension costs. Assumptions generally can be broken down into two
categories: demographic and economic. Demographic assumptions inchide such things as mortality, disability and refirement
rates. Economic assumotions include investment return. salarv erowth and inflation.

Actuarial Methods
Procedures employed by actuaries to achieve certain goals of a pension plan. These may include things such as funding method,
serting the lenpth of time to fund the past service lability and detemnining the acal value of asseis.

Actuarial valuation
The delermination, as of a valmation date, of the normal cost, actuarial acoed liability, actoarial value of assels and related
present vahues for a pension plan. These valuations are performed annually or when an employer is contemplating a change in
nlan provisions

Actuarial Value of Assets
The actuarial value of assets used for funding purposes is obtained through an asset smoothing technique where mvestmenl
mins and losses are partialby recognized in the vear they are incurred, with the remainder recognize I subsequent years

Amortization Basis
Separate payment schedules for different portions of the unfonded lability. The total onfunded lability of a risk pool or non-
pooled ptan can be segregate by "canse”, creating "bases” and each such base will be separately amortized snd paid for over a
petiod of time, This can be likened to a home mortgage that has 24 years of remaining payments and a second morlgage that has
10 vears left. Each base or cach mortgage nole has its own terms (payment period, principal, ete.)

(ienerally in an actuarial valuation, the separate bases consist of changes in unfunded liability due to amendments, acmarial
assumption changes, actuarial methodology changes, and gins and losses. Payment periods are determined by Board policy and
vary based on the ¢ause of the chanoe

Amoprtization Period
The number of vears required {o pay off an amortization base.

Annual Required Contribution (ARC)
The employer’s period require annual contribiztions to a defined benefit pension plan as set forth in GASE Statement Mo, 7,
caleulated in accordance with the plan assumptions. The ARC is determined by multiplying the employer comtribution rate by
the payroll reported to CalPERS for the applicable fiscal vear. However, if this contribation is fully prepaid in a lump sum, then
the dollar value of the ARC is equal the Lump Sum Prepaymenl.

Entry Age
‘The earliest age at which a plan member begins to accrue benefits imder a defined benefit pension plan or risk pool, In most
cases, this is age of the member on their date of hire,

Entry Age Normal Cost method
An actaarial cost method designed o fund 8 member's total plan benefit over the course of his or her carser, This method is
designed to vield a rafe expressed us a level percentage of pavroll.

(The assumed retirement age less the eniry age is the amount of time required 1o fund a member's 1oal benefit. Generally, the
older 4 member on the date of hire, the greater the entry age normal cost. This is mainly because there is less time 1o eamn
invesiment income to fund fumre benefits.)
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TABLE 4

GLOSSARY OF ACTUARIAL TERMS

Fresh Start
A fresh start is the single amortization base created when moltiple amortization bases are collapsed into one base and amortized

over a new finding neriod.

Funding Status
A measure of how well funded a plan is. Or equivalently, how "on track” a plan is with respect to asscts vs. accrued [abilities.
A ratio greater than 100% means the plan or risk pool has more assets than liabilities and a ratio less than 100% means liabilites
are greater than assets. A funded ratio based on Actuarial value of Assets indicates the progress toward fully funding the plan
using actuarial cost methods and assumptions. A funded ratio based on Market value of Assets indicates the short-term solvency

of the plan.

GASE 27
Statement No. 27 of the Governmental Accounting Standards Board. The an::ommtl.ug standard govemning a state or local

povermnmental emplover's accounting for pensions.

Lump Sum Cootribution
A coptribution made by the emplover to reduce or eliminate the unfunded liability.

Normal Cost
The annual cost of service accual for the upcoming fiscal year for active cmplovecs. The normal cost should be viewsd as the

lomg term contribution rate.

Pension Actuary
A person who 1s responsible for the caleulations necessary 1o properly fund a pension plan.

Prepeyment Contribution
A pavment made by thes employver (o reduce or eliminaie the year's required employer contribuiion,

Present Value of Benefits
The tetal dollars needed as of the valuation date to fund all benefits ermed in the past or expected 10 be exrned in the futere for

curreni mernbers,

Rolling Amortization Period
An gmortization period that remains the same each vear rather than declining.

Snoerfunded
A condition existing when the actuarial value of assets exceeds the present value of benefits. When this condition exists on a
ziven valuation date for a piven plan. cmploves contributions of the rate covered by that valuation mav be waived.

Unflunded Liability or Unfunded Accrued Liability (UAL)
A plan with an actuarial value of assets below the acorued liability is said to have an unfunded liability and must temporarily

increase contributions to get back on scheduls:,

Source: CalPERN Actuariol Valuation for Required Contributions for Fiscal Yaer July 1, 2007 - June 30, 2012
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The 2010-11 Santa Barbara County Civil Grand Jury

CERTIFICATE OF SERVICE

The undersigned, under penalty of petjury, does hereby certify that a
Transmittal Letter and report titled “Local Government Post Employment
Benefits in Santa Barbara County — Complicated and Costly” from the
2010-11 Santa Barbara County Civil Grand Jury was delivered this day.,

To: City Manager
City of Santa Barbara
735 Anacapa Street
Santa Barbara, CA 93101

Name of person mmmw

Signamm@%;’c{éqﬁga i&. ;

Title: &7 M / Chans
= /
"/7 3 An A CARA %IQ %fi , California
Street address City
Date Delivered @%&, / {F Dll Tlme Delivered / #rﬂ-"“—“—‘

ol “"

Signature of Juror






